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Newborn Town | 09911.HK COMPANY UPDATE
Better return on investment after adjustments
STOCK RATING TARGET PRICE H F NGO, Brian, CFA

BUY HK$ 3.73 SENIOR ANALYST
Newborn Town (09911.HK) achieved RMB 1,374.6mn revenue in 2023 TH, which was nearly flat when brianngo@westbullsec.com.hk

compared to 2022 TH. And it recorded a surprising gross margin of 51.4%, bringing the Group a +852 3896 2965

22.0% net margin. Newborn Town (09911.HK)

Stock Rating (Previous Rating) BUY @uy)
Profit-oriented business direction: Newborn Town (09911.HK) put its focus on profitability in 2023 Target Price (Previous T7) HK$ 3.73 (ks 3.59)
1H, a series of policies were carried out to improve the profit margin, resulting in a 51.4% gross Current Price HK$ 1.91
margin and a 22.0% net margin in 2023 TH. The Group i) formed a product mix in MICO for the 52-Week Range HK$ 1.05 - 2.29
content creators to showcase and assisted the creators to produce content aligned with Muslim Market cap. (HKD, bn) HK$ 2.3

culture through YoHo Academy, replacing the less effective streamers with the streamers providing

higher marginal benefits, and ii) increased the adoption of external payment gateways, reducing RMB, mn 22(A) 23(E) 24(F) 25(F)
the payment handling fee paid to Google and Apple. The improvement measures brought Revenue 27997 35763 48849 52528
Newborn Town (09911.HK) an exciting profit margin which may be sustainable. Gross Profit 10579 17549 22904 24746
Gross Margin 37.8% 49.1% 46.9% 471%

Introduction of new drivers: Net Profit 2873 4633 5599 6323
m  BlueCity: BlueCity recorded a net gain after being acquired by Newborn Town (09911.HK), and EPS 0.114 0.231 0.281 0334
BlueCity achieved a MAU of 7.3mn and 23.0% paying ratio for the first 6 months ended Jun P/S 07 06 04 04
2023. The Group did improve the operation of BlueCity and it is assisting BlueCity in exploring P/E 144 74 6.1 51

the overseas market which was not able to conquer before the acquisition. The Group aims to ROE 27.7% 32.0% 28.4% 23.9%

help BlueCity replicate the success of MICO overseas, and break-even may be the primary

target for overseas business before achieving a certain business scale. Performance imth  3mth 6mth  1Tyear
B Innovative business: The Group achieved a YoY 21.1% growth in the innovative business in Absolute 25.7% 29.1% 22.4% 137%
2023 1H, and it successfully launched 3 new games during the period, of which Mergeland Relative to HS| 24.2% 351% 30.3% 15.8%

realized USD 2mn monthly revenue in Apr 2023. The Group targets to launch 5 new games in

250 +
2 years, enriching the product portfolio and bringing the Group a decent income source. 200
B Social networking business: The social networking business stagnated due to the adjustments. 150
. . 100 -
However, SUGO and TopTop realized 5x and 150% hyper-growth respectively even though
their contribution remained immaterial.
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Better return on investment after adjustments: Newborn Town (09911.HK) improved its profit margin
to a level beyond our estimations, it shows its capability to increase the return of social networking
APPs which profitability was limited, except MICO. Besides, thanks to the consolidation of BlueCity
and the introduction of new products, the business scale will continue to grow at an exciting pace.

We upward adjust our forecast by 49.2% - 67.3%, and we raise the TP to HKD 3.73/share,

maintaining "BUY".
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Peers comparison

Mkt. Cap. P/E Fw. P/E P/B P/S Revenue GM ROE

(HKD, mn) (] ) ) (%) (HKD, mn) (%) (%)

00302.HK CMGE 3,798.7 - - 0.6 12 3,160.2 410 (2.2)
00700.HK Tencent 2,975,847.5 139 17.2 3.6 4.7 645,740.4 431 26.2
00799.HK |GG 4,001.3 - - 17 0.8 4,591.3 68.6 (25.4)
02100.HK Baioo 847.5 24.2 55 0.4 0.7 1,0931 384 18
02400.HK XD Inc. 6,755.2 - 27.5 3.1 17 3,995.1 535 (3.8)
02660.HK Zengame 3,049.2 32 - 14 13 2,058.1 64.4 491
03798.HK Homeland 2,566.8 49 - 12 14 1,819.9 653 24.9
06633.HK Qingci Games 3,359.9 64.8 9.9 1.8 5.0 734.0 67.0 2.9
06820.HK FriendTimes 17229 148.4 - 1.2 1.2 1,775 68.5 13
06933.HK Sino Entertainment 1023 - - 0.5 310 14.3 (30.2) (40.8)
09990.HK Archosaur Games 2,062.4 - - 0.8 2.9 679.2 72.5 (25.6)
09999.HK NTES 515,961.7 - 16.3 - - 112,363.2 54.7 23.8
Average - Gaming 293,339.6 43.3 15.3 15 47 64,835.3 50.6 2.7

BMBL.US Bumble 15,6351 122.4 321 1.2 2.0 7,075.0 724 (5.3)
MTCH.US Match Group 89,698.3 211 16.3 - 3.6 24,970.7 69.9 -
YALA.US Yalla Group 6,265.9 10.6 - 1.6 2.6 2,3774 62.5 19.6
MOMO.US Hello Group 10,489.9 6.0 53 0.9 0.8 14,7932 416 6.7
YY.US Joyy 19,409.3 - 14.0 0.5 12 18,883.7 353 6.0
Average — Social Networking 28,299.7 40.0 16.9 1.0 2.0 13,620.0 56.3 9.3
09911.HK Newborn Town 2,275.2 8.8 6.4 2.3 0.7 3,260.1 37.8 259

Source: Bloomberg, West Bull Securities

Risk factors

The paying ratio or ARPPU drops after a replacement of live streamers

The new games launched by the Group do not meet the expectation

The overseas expansion of BlueCity is slow, leading to a loss to the overseas business

The profitability of social networking APPs other than MICO remains low
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Financial Statement
PnL Balance Sheet
(RMB, mn) 2022 (A) 2023 (E) 2024 () 2025 (E) (RMB, mn) 2022 (A) 2023 (E) 2024 (E) 2025 (E)
Revenue 2,799.7 3,576.3 4,884.9 5252.8 PPE 122.2 140.8 150.0 160.9
YoY growth 18.6% 27.7% 36.6% 7.5% Intangible assets 3829 468.3 4433 419.0
COGS (1,741.8) (1,821.4) (2,594.5) (2,778.2) Others 2385 142.5 195.5 2371
Gross profit 1,057.9 17549 2,290.4 24746  Non-current assets 7436 7516 7888 817.0
Other income 20.9 15 18 2.1
Operating expenses (809.5) (1,226.3) (1,652.0) (1,753.5) Inventories - - - -
Operating profit 269.3 530.1 640.2 7231 Trade receivables 164.9 225.7 319.3 356.2
Finance expenses 0.5 0.5 0.3) 0.5) Cash & cash equivalents 596.7 866.6 768.9 9212
IV & Ass. 18.6 - - - Others 215.0 483.9 1207.3 1,803.8
Profit before tax 2874 529.5 639.9 7227  Current assets 976.6 1,576.2 2,295.5 3,081.2
Tax 0.0) (66.2) (80.0) (90.3)
Net profit 287.3 4633 559.9 6323  Total assets 1720.2 2,3278 3,0843 3,898.2
YoY growth NA. 61.3% 20.8% 12.9%
LT borrowings - - - -
Others 1331 1457 1521 157.8
Non-current liabilities 1331 145.7 1521 157.8
Trade payables 189.7 168.2 190.6 2283
ST borrowings - - - -
Others 159.3 2874 3391 3583
Current liabilities 3491 4556 529.7 586.6
Total liabilities 4822 601.3 681.8 7444
Non-controlling interests 530.2 618.0 842.7 1,076.7
Controlling interests 707.8 1,041.2 1,443.0 1918.4
Total equities 12380 16591 2,285.7 2,9951
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Cash Flow
Financial Ratio
(RMB, mn) 2022 (A) 2023 () 2024 (B) 2025 (E) 2022 (A) 2023 () 2024 () 2025 (F)
Profit before tax 287.4 529.5 639.9 722.7  Gross margin 37.8% 49.1% 46.9% 47.1%
Finance expenses - - - - Operating margin 9.6% 14.8% 13.1% 13.8%
Finance income 0.5 0.5 03 0.5 Net profit margin 10.3% 13.0% 11.5% 12.0%
D&A 59.6 53.0 470 479  Adj. EBITDA profit margin 13.4% 18.3% 15.8% 16.6%
Others 94 44 5.6 93 Return on Equity 27.7% 32.0% 28.4% 23.9%
Change in working capital (44.2) (223.2) (144.8) (78.2) Return on Asset 17.2% 22.9% 20.7% 18.1%
CFO 3126 3644 548.0 7022 Current ratio 279.8% 346.0% 433.4% 5253%
Quick ratio 277.6% 336.4% 422.9% 512.3%
CAPEX (239 (30.2) (31.2) (34.5)  Cash ratio 170.9% 190.2% 145.2% 157.0%
Others (332.7) (50.6) (600.0) (500.0)  Debt-to-Equity ratio 0.0% 0.0% 0.0% 0.0%
CFI (356.6) (80.8) (631.2) (534.5)  Net Debt-to-Equity ratio -48.2% -52.2% -33.6% -30.8%
Inventory turnover days - - - -
Shares issuance 285.6 - - - Receivable turnover days 251 24.0 235 26.5
Net borrowings - (0.0) - - Payable turnover days 43.6 35.9 252 27.5
Interest paid - - - -
Dividend paid - - - -
Others (425.2) (13.6) (14.5) (15.4)
CFF (139.6) (13.6) (14.5) (15.4)
FCFE 85.7) 3341 516.8 667.6
FCFF 85.7) 3341 516.8 667.6

Source: Company data, West Bull Securities
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West Bull Securities is a dedicated small/mid cap investment banking / stock brokerage house. Find our research on: Bloomberg,

factset.com, S&P Capital IQ, Wind, Choice, and [aI7E/E.

Ratings of West Bull  Securities:
STRONG BUY - absolute upside of >50% over the next 12 months

BUY - absolute upside of >10% over the next 12 months
HOLD - absolute return of -10% to +10% over the next 12 months
SELL - absolute downside of >10% over the next 12 months

STRONG SELL - absolute downside of >50% over the next 12 months

Investors should assume that West Bull Securities is seeking or will seek investment banking or other related businesses with the

companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst's personal views of the subject securities and that
the analyst has not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations

or views in this report.

Disclaimer:

This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to
in this report may not be eligible for sale in some jurisdictions. The information contained in this report has been compiled by the
Research Department of West Bull Securities Limited (" West Bull Securities’) from sources that it believes to be reliable but no
representation, warranty or guarantee is made or given by West Bull Securities or any other person as to its accuracy or completeness.
All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of West Bull Securities as of the date
of this report only and are subject to change without notice. Neither West Bull Securities nor any other person, accepts any liability
whatsoever for any loss howsoever arising from any use of this report or its contents or otherwise arising in connection therewith. Each
recipient of this report shall be solely responsible for making its own independent investigation of the business, financial condition and
prospects of the companies referred to in this report. West Bull Securities and their respective officers, directors and employees, including
persons involved in the preparation or issuance of this report, may from time to time (1) have positions in, and buy or sell, the securities
of companies referred to in this report (or related investments); (2) have a consulting, investment banking or broking relationship with
any company referred to in this report; and (3) to the extent permitted under applicable law, have acted upon or used the information
contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in
respect of any company referred to in this report, prior to or immediately following its publication. This report may not have been
distributed to all recipients at the same time. This report is issued only for the information of and may only be distributed to professional
investors and dealers in securities and must not be copied, published, reproduced or redistributed (in whole or in part) by any recipient
for any purpose. Any recipient of this report who requires further information regarding any securities referred to in this report should

contact the relevant office of West Bull Securities located in such recipient’s home jurisdiction.

Copyright© West Bull Securities Limited. All rights reserved.



